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ITALIAN KEY ECONOMIC INDICATORS 


All values in U.S. dollar millions and represent period averages unless otherwise 
indicated; Ex e rate used: lire/$ for 1985=1910; 1988=1302; 1989=1372; 1990=1198. 
1989 1990 
cha (1 

INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 858 , 584 869 , 333 1,090,846 
Per capita GDP, Current Prices 14,596 15,108 18,917 
GDP at Constant (1985) Prices 468,794 483,015 492,447 
National Income at Current Prices 767 ,932 791,779 983 , 386 
Plant, Equipment and Transport 
~Investment at Constant (1980) Prices 52,217 54,920 56,830 
Indices: 
-Industrial Production (1985=100) 114.1 117.6 117.6 
~Average Labor Productivity 
—(in Industry) (1982=100) 129.5 133.4 134.2 
~Average Industrial Wage (1982=100) 168.5 178.8 191.7 
-Labor Force ('000) 23,988 23,870 23,926 
~Average Unemployment Rate 
—as % of Labor Force 12.0 12.0 11.0 


MONEY AND PRICES 

Money Supply (M2) (End Period) 554,434 : 633,725 779,584 
Interest rates (Percent, Average Period) 

~Six-month Treasury Bills i432 12.6 12.3 
-Effective Prime Rate 12S 13.8 13.3 
Price Indices: 

-Producer Prices (1980=100) 182.9 193.7 201.7 
—Cost of Living (1989=100) 93.8 100.0 106.1 


BALANCE OF PAYMENTS AND TRADE 

Bank of Italy International Reserves 63,392 73,389 91,510 
Balance on Current Account -6,005 -10,534 -15,442 
Balance on Trade Account (FOB/CIF) -9,889 -12,461 -11,787 
Exports, FOB 128 , 409 140,535 169,954 
U.S. Share, composed of: 11,361 2, ina 12,961 
Mechanical Products 2,565 2,630 2,748 
Textiles and Apparel 2,169 2,302 2,449 
Metal Products 1,419 1,602 1,479 
Transportation Equipment 1,181 1,310 1,692 
Chemical Products 764 803 889 
Food and Agricultural products 600 643 769 
369 284 295 
2,294 a,Ga7 2,640 
138 , 297 152,996 181,741 
tata 8,341 9,268 
2,792 2,907 3,109 
916 987 1,167 
656 757 920 
Food and Agricultural products 609 637 672 
Transportation Equipment 609 718 871 
Textiles and Apparel 170 178 211 
Metal Products 202 307 247 
Other 1,796 1,851 2,071 

U.S. Investment in Italy(End Period) 9,540 10,634 n.a. 
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(1) Percent change over previous period is in lire terms and thus does not match dollar 
figure changes. 


SOURCES: ISTAT, Bank of Italy, Government Economic Report and Forecasting Report, ISCO 





Summary 


Since mid 1990, the Italian economy has shown signs of weakening. 
Deeply rooted economic problems were aggravated by the higher oil 
prices and lower growth associated with the Gulf War. The main 
problem in the Italian economy continues to be the enormous 
government budget deficit, 10.8 percent of GDP in 1990. Closely 
related to the budget deficit are Italy’s stubbornly high inflation 
and interest rates. Italy’s continuing current account deficits are 
also of increasing concern. GDP growth tailed off towards the end 
of 1990 and was 2.0 percent for the year. For 1991, the government 
is predicting 2.1 percent GDP growth, although many private 
forecasters predict GDP growth will not reach 2.0 percent for the 
year. The expansion that does occur will be fueled by personal 
consumption, as businesses are expecting a lean year ahead and have 
scaled back investment plans accordingly. 


Part A - Recent Economic Developments and Prospects for 1991 
The Italian Economy at End-1990 


The pace of Italy’s economic expansion began to slow in the middle 
of 1990, then business activity was dealt another blow by the events 
subsequent to the Iraqi invasion of Kuwait. Quarterly national 
account data for 1990 are not yet available due to the change of the 
base year for GDP at constant prices, which went from 1980 to 1985. 
Some economic observers believe that Italy may have been ina 
recession, that is, a decline in gross domestic product (GDP), in 
the fourth quarter of 1990. This view is based on a large decline 
in industrial production from the previous quarter. Value-added in 
the industrial sector (excluding construction) accounts for 33 
percent of GDP in 1990. Services (excluding government) are a much 
larger sector, accounting for 49 percent of GDP in 1990, and are 
probably continuing to expand. The government sector is also likely 
to be expanding albeit at a low rate. 


GDP increased 2.0 percent from 1989 to 1990 according to the 
government’s recent economic report. This is a respectable growth 
rate, though below the average rate of growth--3.0 percent--from 
1984-1989. Private consumption increased more than domestic output 
(2.7 and 1.9 percent, respectively). Continuing generous wage 
settlements helped in this regard as discussed on page 5. 
Investment outlays also increased from 1989 to 1990 by 3.0 percent. 
Construction outlays (up 2.5 percent) associated with the Soccer 


World Cup helped boost total investment, but probably only in the 
first half of the year. 
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Economic policies pursued by the government in 1990 were little 
changed from previous years. Fiscal policy was somewhat more 
expansionary than originally intended. The budget deficit target 
was overshot once more. Rather than holding the state sector 
borrowing requirement to 130 trillion lire, the deficit was 140.7 
trillion lire at end-1990, or 10.8 percent of GDP. This is a result 
of overruns in outlays coupled with shortfalls on the revenue side. 
The government failed once more to get control over costs in the 
public administration sector. Personnel costs have risen rapidly 
and the future costs of recent settlements and court decisions seem 
to be unknown or at least uncertain. Health sector costs 
skyrocketed because of the combination of centralized revenue 
gathering and decentralized spending. The government’s principal 
(and perhaps only) achievement has been the reduction of the 
so-called primary deficit (state sector borrowing requirement minus 
interest costs), which should have dropped more than 1.0 percentage 
point from the 2.3 percent of GDP ratio reached in 1989 to 0.9 
percent in 1990. That, in turn, was a significant improvement from 
the average 4.25 percent for the previous four years. 


Monetary policy, which is usually dominated by fiscal policy, 
responded more to external factors over the past year. The Bank of 
Italy targets the increase in M-2 (currency in circulation plus bank 
deposits) to accommodate the official forecast for the rate of 
increase of nominal GDP. The central bank then attempts to manage 
the monetary base in a consistent manner. The increase in M-2 was 
11.3 percent, well above 9.0 percent, the upper end of the original 
target range set by the Bank of Italy. The increase in the monetary 
base was due almost entirely to the external sector through 
September. In the first nine months of the year, the Bank of Italy 
was a net purchaser of foreign exchange as capital inflows, 
attracted by high nominal and real interest rates, exceeded the 
current account deficit and net foreign investment by Italian 
residents. With the monetary base increasing within the target 
range, the central bank did not have to support the Treasury 
securities market. This situation changed in September. The lira 
came under pressure, and the Bank of Italy began supporting its 
currency in foreign exchange markets. The Bank of Italy also began 
lending to the government and started pushing up interest rates in 
the interbank market and on Treasury securities. The purpose was to 
discourage investment abroad and continue to attract foreign 
Capital. The increase in interest rates was also defensive in that 
rates in other countries, notably Germany, were rising as well. 


Other monetary aggregates are rising above targeted rates. Credit 
to the non-state sector was increasing at an annual rate of 15.4 
percent at year-end. The strong demand for credit is somewhat 





-5- 


puzzling in light of the lower increase in investment and stagnant 
level of industrial output. The increase may result in part from 
banks expanding into what are new areas, such as consumer credit and 
mortgage credit. Another common suggestion is that preferred bank 
customers receiving the so-called "Fiat" rate were engaging in 
widespread speculation on treasury securities. 


Wage developments have been of increasing concern in Italy largely 
because of the impact of wage increases on Italy’s international 
competitive position. On the other hand, the generous wage 


settlements have generated additional consumer demand and helped the 
economic expansion. 


Beginning with the teachers’ wage settlement in 1989, public sector 
wage settlements have been running at annual increases of 10.0 
percent or more (15.1 percent in 1990). Wage settlements are 
usually for three years and with the final public sector settlements 
reached, this sector should be quiescent for the time being. The 
public sector settlements are a catch-up to some degree. The very 
important metalworkers group recently settled for an estimated 8 
percent annual increase. This was a bellwether agreement and is 
expected to set a base for subsequent settlements in the industrial 
sector. The metalworkers’ settlement is viewed as excessive by 
management and inadequate by labor. Whatever its merits or lack 


thereof, it may signal that the rate of increase in nominal wages 
may begin to decline in 1991. 


The major concern of business, and shared by economic officials, is 
the impact on unit labor costs. With the increase in productivity 
declining, unit labor costs in the industrial sector rose 8.1 
percent from 1989 to 1990. This compares to estimated increases in 
industrial sector unit labor costs in Germany and France, Italy’s 


major trading partners and competitors, of 3.2 and 3.1 percent, 
respectively. 


Inflation remains a major problem for Italy, particularly as it 
looks toward a European Economic and Monetary Union (EMU). Italy’s 
relatively high rate of inflation reflects ongoing inflationary 
pressures on the demand and cost side. Italian industrialists have 
warned that continued high differentials in inflation between Italy 
and its major trading partners are damaging the competitiveness of 
Italian industry. The Italian industry federation Confindustria 
even warns of the possible "deindustrialization" of Italy. Monetary 
policy is aimed at accommodating a certain level of price 

inflation. On the cost side, rapid increases in 
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unit labor costs and rising oil prices in the last third of 1990 
have measurably added to costs. While the change in the unit cost 
of imports from 1989 to 1990 was negative thanks to the depreciation 
of the dollar, the rise in the oil price beginning in July added as 
much as 1.5 percentage points to the increase in the cost-of-living 
index. This was up 6.1 percent on a year-to-year basis and up 6.5 
percent from December 1989 to December 1990. Full year data for the 
producer price index show a year-to-year change of 4.1 percent with 
the December-December change at 3.7 percent. 


The external sector has become a cause of increasing concern, though 
the deficit on the current account of the balance of payments has 
not yet reached the point of becoming a serious constraint on 
domestic economic policy. The concerns focus on what appears to be 
a structural deterioration on the invisibles account. The 
traditional surplus on tourism transactions has been declining since 
1985. Not even the World Cup soccer matches appear to have reversed 
this decline. Additionally, the net outflows on the investment 
income account have been rising. In 1990, the trade deficit was 
14.1 trillion lire, almost 3.0 trillion less than in the previous 
year thanks to exports growing faster than imports (5.6 and 3.7 
percent, respectively). Italian exporters achieved respectable 
volume growth in 1990 (3.4 percent), in large part due to a decline 
in profit margins. In fact, export prices increased only 2.1 
percent, less than in France and Germany, as well as most other 
European countries. Import prices decreased 0.7 percent from 1989, 
while volume increased 4.5 percent. This decline is considerably 
less than the 7.0 and 8.3 percent volume increases in imports in the 
previous two years and reflects the slower growth of domestic 
demand. The U.S. share of the Italian market was 5.1 percent, 
making the United States Italy’s fourth largest supplier after 


Germany (21.2 percent), France (14.2 percent), and the United 
Kingdom (5.2 percent). 


Another development in the external sector is the opening up of 
Italy’s financial system to the rest of the world. This is a result 
of the elimination of foreign exchange controls in the context of 
the unified market. It has made Italy a more attractive place to 
invest, and it has also opened up Italy’s large and rapidly growing 
pool of domestic savings to foreign financial intermediaries. 
Italians are diversifying their portfolios by building up their 
holdings of foreign securities. This is a healthy and normal 
development, but it adds another concern to financial officials who 
have the responsibility of managing the lira within the European 
Monetary System (EMS). It means that not only must the current 
account deficit be financed, but the net outflows of Italian capital 
must also be covered. It also means that monetary policy must not 
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only be subjugated to fiscal policy but to exchange rate policy as 
well. As regards the latter, Italy is committed through the 
European Monetary System (EMS) to a relatively high degree of 
exchange rate stability vis-a-vis other EMS currencies. The central 
bank has had to intervene actively to keep the lira within its EMS 
trading bands. This intervention affects the rate of growth of 
monetary aggregates as discussed earlier. 


The Outlook for 1991 


The government’s economic strategy for 1991 calls for a small 
reduction in the budget deficit/GDP ratio in the context of moderate 
economic growth and declining inflation. The government’s strategy 
was put together in September as part of the 1991 budget exercise 
and was passed by Parliament in December after receiving heavy 
criticism. The government was forced to lower its forecast for 1991 
GDP growth from 2.7 to 2.1 percent, which still may be on the 
optimistic side. Before the bills were even signed into law, it was 
widely agreed that the measures therein made the targeted 
deficit/GDP ratio of 9.3 percent unattainable. A 5.7 forecast 
percent increase in the cost of living is considered low. The 
government’s projection for average per capita wages to increase 
only 6.8 percent (after 9.0 percent in 1989-90) appears low. The 
government’s strategy represents what might happen or what is 
attainable under the best of all possible circumstances. 


The present year holds perhaps more uncertainties than any recent 
year. These include the growing instability in Eastern Europe, the 
degree of the economic slowdown in late 1990, and the impact of 
movement toward the unified European Market and Economic and 
Monetary Union. As noted, the increase in the price of oil 
associated with the Gulf crisis was concentrated in the fourth 
quarter, which is also the quarter where inflationary pressures and 
current account problems were most acute. Now that oil prices have 
stabilized and with the cessation of hostilities in the Gulf, it 
remains to be seen whether consumer and producer confidence will 
pick up again. The most recent surveys show some sign of optimism 
on the short-term outlook of the economy combined with a drop in 
inflation expectations. 


In mid-1990, the slower growth in industrial production was noted, 
but some observers had expected output to pick up after the summer 
holidays. One reason for this was the anticipated increase in take 
home pay, particularly in the public sector. Consumer demand did 
not revive in the autumn, and surveys indicate a slight increase in 
the savings rate towards the end of 1990 as Italians geared down for 
the lean economic times. If the savings rate did increase, it 
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would mark a change from the trend since 1988, which has seen a drop 
in the savings rate from 20.9 percent of personal disposable income 

to 19.6 percent in 1990. Underpinning the forecasts of 2.0 percent 

more economic growth in 1991 is the assumption of an equal or higher 
increase in private consumption. This in turn is based on estimates 
of real wage gains of about 2.0 percent. 


There is some uncertainty associated with the unified market and 
EMU. Italy is one of the strongest proponents of European unity in 
all forms, yet it has not been able to move toward the convergence 
of economic policies needed for EMU. This policy convergence 
requires a lower inflation rate, smaller budget deficit, and slower 
growth of monetary aggregates. Policies to achieve these goals 
would likely slow the growth of domestic demand and could also 
affect the rate of growth of output. 


GDP growth approaching 2.0 percent is feasible in 1991, assuming oil 
prices remain stable, consumer and investment demand revives, and a 
supplemental spring anti-deficit package of approximately 14 
trillion lire plus a tax pardon program aimed at raising 6 trillion 
lire. In this scenario, private consumption would increase at 
around the same level as output. An increase in investment of less 
than 1.0 percent would be well below the average increases of 
roughly 3.4 percent during the current economic expansion. Domestic 
demand would be up about 2.0 percent, again well below the average 
of 3.2 percent over the period of the current economic expansion. 
The lower increase in domestic demand should translate into a slower 
growth of demand for imports, resulting in a roughly 4.0 to 5.0 
percent increase in the volume of imports, about 1.0 percentage 
point below the 1989-90 change. This means that Italy will remain a 
growing market for U.S. products, with demand for machinery and 
equipment declining relative to that for nonprocessed, intermediate 
and consumer goods. A more pessimistic view, involving no increase 
in inventories, would mean a minimal increase in GDP with no 
increase or even a decline in imports. 


Monetary policy will continue to support an expanding nominal GDP 
and inflation will remain a problem. However, if the price of oil 
remains stable as is assumed in the above scenario, the rate of 
inflation will have peaked at end-1990/beginning 1991, then 
gradually decline over the balance of the year. While the 
year-to-year change is widely forecasted to be up about 6.5 to 6.8 
percent from 6.1 percent in 1990, the rate when measured by 
month-to-month changes on an annual basis could be back to around 
6.0 percent by end-1991. This appears to be a "base" rate of 
inflation until Italy takes stronger measures to reduce the budget 
deficit and slow the growth of monetary aggregates. 
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Wage costs are pretty well fixed for the coming year, but there is 
interest in finding a longer term solution to the problem of high 
rises in unit labor costs. Labor and management began discussions 
in June of this year on a major reform of the wage system. This 
will be an important issue to follow for the future. 


Import demand would continue to increase in 1991, according to the 
more optimistic scenario. Export performance will depend largely on 
the level of German demand. Assuming that oil prices remain stable, 
price movements may swing once more in Italy’s favor meaning little 
change in the trade balance and perhaps even an improvement. The 
balance on invisibles transactions is likely to deteriorate once 
more, but the overall current account deficit should be around 15 to 
18 trillion lire, or roughly the same as in 1990; while worrisome to 
monetary authorities, this should be a manageable level. Italian 
financial instruments and the perception of Italian risk should 
remain attractive to foreign investors generating capital inflows 
adequate to cover the current account deficit and net Italian 
investment abroad. 


Part B - Implications for U.S. Businesses 


(Note: this section is based on U.S. Department of Commerce 
Statistics) 


Despite its membership in the EC and its position among the largest 
developed countries, the Italian economy remains less integrated 
internationally, in part because of the broad presence of government 
holdings in the economy. U.S. efforts both multilaterally and 
bilaterally to help exporters improve their access to the Italian 
market continue. A successful conclusion of GATT Uruguay Round 
negotiations could help U.S. exporters increase sales of 
agricultural products and services to Italy and for a wide variety 
of products to Italian government entities. On a bilateral basis 
the US Government continues to seek better protection of 
intellectual property rights, particularly in the computer software 
and audiovisual sectors, and elimination of quotas in the latter 
sector. The U.S. is also actively pursuing less discriminatory 
treatment on product standards and health requirements. 


The 1990 balance-of-trade figures reveal very little movement in the 
United States’ trade deficit with Italy, which seems to remain stuck 
at $4.7 billion. However, this disappointing figure conceals a 
better performance for U.S. exports than during the preceding year: 
overall, exports grew by almost $700 million in 1990 (a 10.4 percent 
improvement versus an 8.1 percent improvement in 1989). This growth 
affected both agricultural (+12.1 percent ) and nonagricultural 
exports (+10.3 percent). Imports from Italy grew by 6.5 percent and 
were mainly in the consumer goods sector. 
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The structure of U.S. exports to Italy includes a relatively high 
percentage of raw materials (the United States still maintains a 
sizeable surplus in coal and other energy products), but the top two 
categories of U.S. exports, for the third consecutive year, were 
computers and aircraft parts. With a 12.3 percent depreciation of 
the dollar against the lira in 1990, U.S. exports of manufactured 
goods should have performed even better than they did. Though 
Italy, as much of the rest of the industrialized world, will 
experience a drop in purchases of capital goods, consumer spending 
should ensure some growth of consumer goods imports. Large 
increases in U.S. exports to Italy, due in part to a more 
competitive dollar, were registered in the following categories: 
pharmaceuticals (+ 59 percent), intermediate chemicals (over 200 


percent), transmission equipment for broadcasting (+156 percent), 
and records and tapes (+67 percent). 


U.S. companies interested in entering the Italian market should pay 
particular attention to major investments in infrastructure, which 
the Italian Government, through its state holding companies, is 
undertaking to bring Italy to par with its northern European 
partners: specifically, the telecommunications and transportation 
sectors. Products with quality, a good brand image and high added 
value should be prime candidates for a successful entry in the 
Italian market. Services which either enhance local industry 
offerings (such as telecommunications added value services) or aim 
at the Italian middle class consumer (such as fast food, printing 


services, etc.) should be well accepted in Italy in the years to 
come. 


The U.S. Foreign Commercial Service in Italy has identified the 

following 40 best prospect sectors for U.S. exports for the coming 
two years; each will be analyzed in a brief report in the coming 18 
months, to be integrated within the National Trade Data Bank. For 


more information, U.S. companies are invited to contact the nearest 
Commerce district office: 


Pollution Control Equipment, Instrumentation, & Services; Electronic 
Components; Telecommunications Equipment; Films/Videos; Computer 
Software & Services, Computers & Peripherals, Franchising, Avionics 
& Ground Support Equipment, Aircraft & Parts; Renewable Energy; 
Laboratory Scientific Instruments; Drugs & Pharmaceuticals; Sporting 
Goods; Coal; Food Processing & Packaging Equipment; Hotel & 
Restaurant (Catering) Equipment; Medical Equipment; Electrical Power 
Systems; Seafood or "Marine Fisheries Products"; Insurance Services; 
Leather Products; Cosmetics and Toiletries; Machine Tools; Forestry 
& Woodworking Machinery; Air Conditioning/Refrigeration Equipment; 
Security & Safety Equipment; Components & Systems; Toys & Games; 
Apparel; Printing & Graphic Arts Equipment. (Publishing Machinery) ; 
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Water Resources Equipment (& Services); Automotive Parts & Service 
Equipment; Agricultural Machinery; Industrial Chemicals; Packaging 
Machinery & Equipment; Agricultural Chemicals; Pulp & Paper Products 
(not machinery); Building Products (lumber and wood products are not 


included); Construction Equipment; Jewelry; and Education & Manpower 
Training Services. 


The U.S. and Foreign Commerical Service (US&FCS) staff in Italy has 
scheduled several events featuring these industries. U.S. companies 
interested in participating should contact the Italy Desk at the 
U.S. Department of Commerce at (202) 377-2177, or the US&FCS staff 
in Rome at the following numbers: phone (011/39/6/46742382); fax: 
(011/39/6/4674/2113) : 


April 1991: U.S. Pavilion at Cosmoprof, Bologna (Cosmetics, 
Toiletries) 


May 1991: 

Computer and Information Services trade mission to Milan 
U.S. Pavilion at STAR homefurnishings show in Milan 
Medical/Dental Matchmaker show to Milan 

"Study USA" show and seminars in Rome (Education in the U.S.) 


June 1991: 
Franchising trade mission to Milan 


September 1991: 
Avionics/aerospace trade mission to Rome 
Telecommunications Matchmaker show in Milan 


November 1991: 
Pollution Control/Water equipment Matchmaker to Milan 


February 1992: 
Medical/Scientific instruments Matchmaker to Milan 


Agricultural Products: Italy imported $1.16 billion worth of U.S. 
agricultural commodities (including forest products) in 1990, for a 
4.7 percent share of the Italian market for agricultural products. 
Bulk and intermediate commodities, such as forest products, oilseed 
meal, cotton, tobacco, hides and skins, wheat, non-grain feed 
ingredients, and seeds, continue to dominate Italian agricultural 
imports from the United States. During the past several years, 
however, there has been a notable increase in imports of U.S. 
consumer-oriented and intermediate products in the Italian market. 
Dried fruits (especially prunes), nuts, fruit juices, health foods, 
and snack foods are among the products experiencing the fastest 
growth in the consumer-oriented products category. 
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Tourism: Active promotion of tourism in the United States, under 
the auspices of the United States Travel and Tourism Administration 
office in Milan, has borne fruit: the forecast for 1991 anticipates 
over 400,000 Italians will visit the United States, up 4.0 percent 
from 1990. These forecasts witness a long-term trend bringing 
Italians more and more to destinations outside of Europe. The 
United States is the favored long haul destination of Italians, with 
a 30 percent market share. While most travel is tourism related, 
business and student travel are on the rise, as the recent successes 


of the "English as a Second Language" and "Study USA" seminars held 
in Milan and Rome testify. 


* U.S. Government Printing Office : 1991 - 282-906/40001 





